
employees are excellent. However, if Ascent Media is unable to renegotiate its existing andor expired collective bargaining agreements, it is possible that the affected union could take 
action in the form of a strike or work stoppage. It is likely that any such action would disrupt production at the particular facilities where members of such union work; however, Ascent 
Media does not believe that my such disruption would have a material adverse effect on its business. 

A significant labor dispute in Ascent Media's client industries could have a material adverse effect on its business, An industry-wide strike or other job action by or affecting the 
Writers Guild, Screen Actors Guild or other major entertainment industry union could reduce the supply of original entertainment content, which would in turn, reduce the demand for 
Ascent Media's seMces. Ascent Media's Creative Services Group experienced volatility in its workflow from the combined effects of the Screen Actors Guild strike in 2000 and the 
threatened Writers Quild strike in 2001 

Discovery nirs certain entertainment programs that are dependent on specific an-air talent, and Discovery's ability to continue to produce these series is dependent on keeping that on- 
sir talent under contrnct. 

Risk of loss from earlhqnnkes or other catastrophic events couM disrnpt Ascent Media's business. Some of Ascent Media's specially equipped and acoustically designed facilities 
are located in Southern California, a region known for seismic activity Due to the extensive amount of specialized equipment incorporated into the specially designed recording and scoring 
stages, editorial suites, mixing mnms and other post-production facilities, Ascent Media's operutions in this re@on may not be able to be temporarily relocated to mitigate the o c c u m c e  of 
R catastrophic event. Ascent Media cames insurance for pmperty loss and business intemlption resulting from such events, including earthquake insurance, subject to deductibles nnd has 
facilities in other geographic locations. Although we believe Ascent Media has adequate insurance coverage relating to damage to its pmpzrty and the temporary disruption of its business 
from casualties, and that it could pmvide services at other geographic locations, there can be no assurance that such insurance and other facilities would be sufficieni to cover all of Ascent 
Media's costs or damages or Ascent Media's loss of income resulting from its inability to provide services in Southem California for an extended period of time. 

Discovery is d~pendent upon nrlverlising revenue. Discovery earns a substantial portion of its revenne from the sale of advertising time on its network end web sites Discovery's 
advertising revenne is affected by viewer demographics, viewer ratings and market conditions far advertising. The overall cable and broadcast television industry is facing several issnes 
with regard to its advertising revenue, including ( I )  audience fragmentation caused by the proliferation of other television networks, video-on-demand offerings from cable and satellite 
companies and broadhand content offering, (2) the deployment of digital video recording devices (DVRs), allowing consumers to time shift programming and skip or fast-fonvard through 
advertisements and (3) consolidation within the advertising industry, shifting more leverage to the bigger agencies and buying groups. Expenditures by advertisers tend to he cyclical, 
reflecting overall economic conditions as well as budgeting and buying patterns. A decline in the economic prospects of advertisers or the economy in general could alter current or 
prospective adveltisers' spending priorities. In addition, the public's reception toward programs or progrnmming genres can decline. An adverse change in any of these factors could have a 
negntive effect on Discovery's revenues in any given period. Ascent Media's business is also dependent in pnrt on the advertising industry, BS a significant portion of Ascent Medin's 
revenue is derived from the sale of services to agencies andlor the producers of television advertising. 

Discovery's revenue is dependent upon the maintenance of affiliation agreements with cable andsatel1;te d&ibutors on acceptable lerms. Discovery earns a substantial portion 
of its revenue tiom per-subscriber license fees paid by cable operators, direct-to-home (DTH) satellite television operators and other channel distributors. Discovery's five core networks, 
Discovny Channel, TLC, Animal Planet, Travel Channel and Discovery Health, and the other networks in which Discovery has an ownership 
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interest, maintain affiliation arrangements that enable them to reach a large percentage of cable and direct broadcast satellite households across the United States, Asia, Europe and Latin 
America. These arrangements are generally long-term arrangements ranging from 3 to 10 years. These affiliation arrangements usually provide for payment to Discovery based on the 

programming tiers to maximize their subscriber base and revenue. The loss of a significant number of affiliation amngements on basic programming tiers could reduce the distribution of 

s 
- 9 numbers of subscribers that receive the Discovery networks. Discovery's core networks depend on achieving and maintaining carriage within the most widely distributed cable 

Discovery's networks, thereby adversely affecting such networks' revenue from per-subscriber fees and their ability to sell adveltising or the rates they are able to charge for such 
advehing. Those Discovery networks that are camed on digital tiers are dependent upon the continued upgrade of cable systems to digital capability and the public's continuing 
acceptance of, and willingness to pay for upgrades to, digital cable, as well as Discovery's ability to negotiate favorable camage agreements on widely accepted digital tiers. 
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Our businesses nre subject to risks of adverse government regulntion. Programming services, satellite carriers, television stations, Internet and data transmission companies are 
subject to varying degrees of regulation in the United States by the Federal Communications Commission and other entities and in foreign countries by similar entities. Such regulation and 
legislation are subject to the political process and have been in constant flux over the past decade. Moreover, substantially every foreign country in which our subsidiaries or business 
affiliates have, or may in the future make, an investment regulates, in varying degrees, the distribution, content and ownership of programming services and foreign investment in 
programming wmpanies. Further m a t e d  chonges in the law and regulatory requirements must be anticipated, and there can be no assurance that our business and the business of our 
affjliates will not be adversely affected by future legislation. new regulation or deregulation. 

Fnilnre to obtnin renewal of FCClicenscs coulddisrupt our business. Ascent Media holds licenses, authorizations and registrations from the FCC required for the conduct of its 
network services business, including earth station and various classes of wireless licenses and an authorization to provide certain services. Most of the FCC licenses held by Ascent Media 
are for transmillreceive earth stations, which cannot be operated without individual licenses. The licenses for these stntions me granted for a period of fifteen years and, while the FCC 
generally renews licenses for satellite ealth stations routinely, there can he no assurance that Ascent Media's licenses will be renewed at their expiration dates. Registration with the FCC, 
rather than licensing, is required for receiving transmissions from domestic satellites from points within the United States. Ascent Media relies on third party licenses or authorizations 
when it transmits domestic satellite traffic through earth stations operated by third parties. Our failure, and the failure of third parties, to obtain renewals of such FCC licenses could disrupt 
the network services segment of Ascent Media and have a material adverse effect on Ascent Media, Funher material changes in the law and regulatory requirements must be anticipated, 
and there can be no assurance that our businesses will not be adversely affected by future legislation, new regulation, deregulation or COW decisions. 

Our businesses operate in nn increasingly competitive market, and there is n risk rhat our businesses may not be able to effecfively compeie wifh otherproviders in fhefuture. 
The entertainment and media services and programming businesses in which we compete are highly competitive and sewiceoriented. Ascent Media has few long-term or exclusive 

sewice agreements with its creative services and media management services customers. Business generation in these goups is based primarily on customer satisfaction with reliability, 
timeliness, quality and price. The major motion picture studios, which are Ascent Media's customers, such as Paramount Pictures, Sony Pictures Entertainment, Twentieth Century Fox, 
Universal Pictures, The Walt Disney Company, Metro-Galdwyn-Mayer and Warner Brothers, have the capability to perform similnr services in-house. These studios also have substantially 
greater finnncial resources than Ascent Media's, and in some cases significant marketing Advantages. Thus, depending on the in-house capacity available to some of these studios, a studio 
may be not only 
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a customer but also a competitor. There are also numerous independent providers of sewices similar to Ascent Media's. momson, a French corporation, is also a major competitor of 
Ascent Media, paLiicular1y under its Technicolor brand. We also actively compete with certain industry participants that have a unique operating niche or specialty business. If there were a 
significant decline in the number of motion pictures or the amount of original television programming produced, or if the studios or Ascent Media's other clients either established in-bouse 

es or significantly expanded their in-house capabilities, Ascent Media's operations could he materially and advenely affected. 

Discoveiy is primarily an entertainment and programming company that competes with other programming networks for viewers in general, as well as for viewers in special interest 
p u p s  and specific demographic categories. In order to compete for these viewers, Discovery must obtain a regular supply of high quality category-specific programming. To the extent 
Discovety seeks third party suppliers of such programming, it competes witb other cable and broadcast television networks for programming. The expanded availability of digital cahle 
television and the introduction of direct-to-home satellite distrihution has greatly increased the amount of channel capacity available for new programming networks, resulting in the launch 
of a number of new programming networks by Discovery and its competitors. This increase in channel capacity has also made competitive niche programming networks viable, because 
such networks do not need to reach the broadest possible group of viewers in order to be moderately successful. 

Discovery's pmgram offerings must also compete for viewers and adverlisers with other entertainment medin, such as home video, online activities and movies. Increasing audience 
frngnentation could have an adverse effect on Discovery's advertising and subscription revenue. In addition, the cable television and direct-to-home satellite industries have been 
undergoing a period of consolidation. As a result, the number of potential buyers of the propmming services offered by Discoveq is decreasing. In this more concentrated market, there 
can he no assurance that Discovery will be able to obtain or maintain camage of its programming services by distributors on commercially reasonable terms or at all 

Factors Relating to the Spin Off 

We mny incur material costs as a resrtYof our repar&'on from LMC. We may incur costs and expenses greater than those we currently incur as a result of our separation from 
LMC. These increased costs and expenses may arise from various factors, including financinl reporting, costs associated with complying with the federal securities laws (including 
compliance with the Sarbanes-Oxley Act of 2002). tax administration and human resourcesrelated functions. Although LMC will continue to provide many of these sewices for usunder 
the services agreement, we cannot assure you that the services agreement will continue or lhat these costs will not be material to our business. 

Bior io the spin ox we h a w  been operated aspart ofLMC and not as an independent company nnd we may be unable to make, on a timely or cod-effective basis. the changes 
Prior to the spin off, our business was operated hy LMC as part of its broader corporate organization, rather than as an independent necessary to operate as an independent company. 

company. LMC's senior management oversaw the strategic direction of our businesses and LMC performed various corporate functions for us, including, hut not limited to: 

selected human resources related functions; 

* tax administration; 

* selected legal functions (including compliance with the Sarhanes-Oxley Act of 2002). as well as external reporting, 

treasury administmiion, investor relations, internal audit and insurance functions, and 
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Following the spin off, neither LMC nor any of its affiliates will have any obligation to provide these functions to us other than those services that will be provided by LMC pursuant 
to the services agreement between us and LMC. See "Certain Inter-Company Arrangements-Agreements with LMC-Services Agreement." If, once our services agreement terminates, 
we do not have in place our own systems and business functions, we do not have agreements with other providers of these services or we are not able to make these changes cost 

- 
effectively, we may not be able to operate our business effectively and our profitability may decline. If LMC does not continue to perform effectively the services that are called for under 
the services agreement, we may not be able to operate our business effectively after the spin off. 

We rvill havepntential conflicts of interest with LMC and Liberty Global, Inc. afer the spin off: We have overlapping direecrors and management with LMC andLiberty Global, 
Inc.. which may lead IO conjlicring inrerests. At the time of the spin off, six af our executive officers will continue to serve as executive officers of LMC and one of our executive officers 
will continue to serve as an executive officer of Liberiy Global, Inc., or LGI. LGI is an independent, publicly haded company, which was formed in connection with the business 
combination between UnitedGlohalCom. Inc. and Liberty Media International, Inc., or LMI. All of the shares of LMI were distributed by LMC to its shareholders in June 2004. Our board 
of directors will include persons who are members ofthe b o d  ofdirectors of LMC andlor LGI. We do not own nny interest in LMC or LGI, and to our knowledge LGI does not own, and 
immediately following the spin off, LMC will not own, any interest in os. The executive officers and the members of our board of directors will have fiduciory duties to our slackholderr. 
Likewise, any such persons who serve in similar capacities at LMC andlor LGI will have fiduciary duties to such company's stockholders. Therefore, such persons mny have conflicts of 
interest or the appearance of conflicts of interest with respect to matters involving or affecting each company. For example, there will he the potential for a conflict of interest when we, 
LMC or LGI look at acquisitions and other corporate opportunities that may be suitable for each of us. Moreover, after the spin off, most of our directars and officers. will continue to own 
LMC andlor LGI stock and options to purchase LMC and/or LGI stock, which they acquired prior to the spin off. These ownership interests could create, or appear to create, potential 
conflicts of interest when these individuals are faced wid, decisions that could have different implications for our company and LMC or LGI. On June I ,  2005, the board of directors of 
LMC adopted a policy stntement that, subject to certain qualifications, including the fiducinly duties of LMC's board of directors, LMC will use its commercially reasonable efforts to make 
available to us any corporate opportunity reloting to the acquisition of all or substantially all of the assets of, or equity securities representing "control" (as defined in the policy statement) 
of, any entity whose primary husiness is the acquisition, creation andlor distribution of television programming consisting primarily of science and nsture progrnmming for distribution 
primarily in the "basic" service provided by cable and satellite television distributors. This policy statement of LMC's board of directon can he amended, modified or rescinded hy LMC's 
board of directors in its sole discretion at any time, and the policy automatically terminates without any funher action of the board of directors of LMC on the second anniversaly of the 
distrihution date. From time to time, LMC or LGI or their respective affiliates may enter into transactions with us or our subsidiaries or other affiliates, Although the terms of any such 
transactions will be established based upon negotiations between employees of the companies involved, there can be no assurance that the terms of any such transactions will he as 
favorable to us or our suhsidinries or affiliates us would be the case where the pnrties are completely at arms' length 

Our inter-ornpany agreements were negotiated d i en  we were a subsidialy of LAK We have entered into agreements with LMC pursuant to which LMC will provide to us certain 
management, administrative, financial, treasury, accounting, tax, legal and other services, for which we will reimburse LMC on a cost basis. In addition, we have entered into a number of 
inter-company agreements 

12 



2 m 
0 
0 
0 

covering msners such as tax sharing and our responsibility for certain liabilities previously undertaken by LMC for certain of our businesses. The terms of these agreements were 
established while we were a wholly owned subsidiary of LMC, and hence were not the result of arms' length negotiations. However, we and LMC believe that such terms are commercially 

spin off. See "Certain Inter-Compnny Agreements." 
9 
9 reasonable and fair to both parties under the circumstances. Nevenheless, conflicts could arise in the interpretation or any extension or renegotiation of the foregoing agreements after the - 

W e  arzdLMC or LGI mny compete /or btuiness opportunities. LMC will retain its interests in, and LGI owns interests in, various U.S. and international programming companies thnt 
have subsidiaries or controlled affiliates that own or operate domestic or foreign programming services that may compete with the programming services offered by our businesses. We will 
have no rights in respect of U.S. or intemational programming opportunities developed by or presented to the subsidiaries or controlled affiliates of LMC or LGI, and the pursuit of these 
opportunities by such subsidinries or affiliates may adversely affect the interests of our company nnd its shareholders. In addition, a subsidiary of LO1 operates a playout facility that 
competes with Ascent Media's Landon playout facility, and it is likely that other competitive situations will a& in the future. Because we, LMC ond LGI have some overlapping directors 
and officers, the pursuit of these opportunities may serve to intensify the conflicts of interest or appearance of conflicts of interest faced hy our respective management teams. Our restated 
cRtifrcate of incorporation provides that no director or officer of ours will be liable to us or our stockholders for bEach of any fiduciary duty by reason of the fact that any such individunl 
directs a corporate opportunity to another person or entity (including LMI and LGI) instead of us, or does not refer or communicate information regarding such corporate opportunity to us, 
unless (x) such opportunity was expressly offered ro such penon solely in his or her capacity as B duector or officer of our company or as a director or ofiicer of any of our subsidiaries, and 
(v) such opportunity relates to a line of business in which our campany or any of OUT subsidiaries is then directly engaged. See "Description of Our Capital Stock-Corporate 
Opportunities." 

The spin offcouMreslrlI in significnnI znr liabili@. LMC has obtained a ptivate letter ruling from the IRS to the effect that, among other things, the spin off will qualify as a tax- 
free distribution for U.S. federal income tar purposes under Sections 355 and 368(a)(l)(D) of the Internal Revenue Code of 1986, as amended (the Code), and the transfer to us of assets 
and the assumption by us of liabilities in connection with the spin off will no1 result in the recognition of any gain 01 loss for U.S. federal income tnx purposes to LMC. In addition, the spin 
off is conditioned upon the receipt by LMC of the opinion of Skadden, Arps, Slate, Mengher & Flom LLP to the effect that, among other things, the spin off will qudify as a tax-free 
transaction to LMC's shareholdem and to LMC for U.S. federal income tax purposes under Sections 355 and 368(a)(I)(D) of the Code. See "The Spin Off-Material U.S. Federal Income 
Tax Consequences of the Spin Off." 

Although the private lettermling relating to the qualification of the spin off under Sections 355 and 368(a)(I)(D) of the Code is generally binding on the IRS, the continuing validity of 
such ruling will be subject to the accuracy of factual representations ond assumptions mnde in the ruling request. Also, as part of the IRS's general policy with respect to rulings on spin off 
transactions under Section 355 of the Code, the private letter ruling obtained by LMC is not based upon a determination by lhe IRS that celtnin conditions which are necemmy to obtnin tnx- 
free treatment under Section 355 of the Code have been satisfied. Rather, such private letter d i n g  is basedupon representations by LMC that these conditions have been satisfied, and Bny 
inaccuracy in such representations could invalidate the ruling. As 8 result of this IRS policy, LMC has made it a condition to the spin off that LMC obtain the opinion of counsel described 
above. The opinion will be based upon various factual representations and assumptions, as well as certain undertakings made hy LMC and us. If any of those factual representations or 
assumptions were untme 01 incomplete in any material respect, any undertaking was not complied with, or the facts upon which the opinion is based were materially different from the facts 
at the time of the spin off, the spin off may not qualify for tax-fiee treatment. 

13 



Opinions of counsel are not binding an the IRS. As B result, the conclusions expressed h the opinion of counsel could be challenged by the IRS, and if the IRS prevails in such challenge, 
the tax consequences to you could be materially less favorable. See "The Spin Off-Mnterial U.S. Federal Income Tax Consequences of the Spin Off' for more information regarding the 
private letter ruling and thetax opinion. 

If the spin off does not qualify for tax-free treatment for U.S. federal income tax purposes, then, in general, LMC would be subject to tax as if it had sold the common stock of our 
company in a taxable sale for its fair market value. LMC's shareholden would be subject to tax as if they had received a taxable distribution equal to the fair market value of our common 
stock that was distributed to them. It is expected that the amount of any such taxes to LMC's shareholden and LMC would be substantial. See "The Spin Off-Material U.S. Federal 
Income Tax Consequences of the Spin Off." 

A potential indemni@ liabiliry to LMC r the  spin oflis treoted as a taxable hansadion could materia& adversely aflect our company. In the tax sharing agreement with LMC, 
we have agreed to indemnify LMC and its subsidiaries, and their respective officers and directors, for my loss, including any adjustment to taxes of LMC, resulting from ( I )  any action or 
failure to act by us or any of our subsidiaries following the completion of the spin off that would be inconsistent with or prohibit the spin off from qualifying as a tax-free transaction to 
LMC and to you under Sections 355 and 368(a)(I)(D) of the Code, (2) any agreement. understanding, arrangement or substantial negotiations entered into by us or any of our subsidiaries 
prior to the day after the first annivenary of the distribution date, with respect to any transaction pursuant to which any of Cox Communications, AdvancefNewhouse or certain persons 
related to Cox Communications or AdvanceNewhouse would acquire shares of, or other interests (including options) in our capital stock or (3) any action or failure to act by us or any of 
wr subsidiaries following the compldion of the spin off that would be inconsistent with, or othenvise cause any person to be in breach of, any representation or covenant made in 
connection with the tax opinion delivered to LMC by Skadden, Alps, Slnte, Meagher & Flom LLP or the private letter ruling obtained by LMC from the RS. in each case relating to, 
among other things, the qualification of the spin off as a tu-free transaction described under Sections 355 ond 368(a)(l)(D) of the Code. For n more detailed discussion, see "Certain Inter- 
Company Agreements-Agreements with LMC-Tax Sharing Agreement." Our indemnification obligations to LMC and its subsidiaries, officers and directors are not limited in amount or 
subject to any cap. If we are required to indemnify LMC and its subsidiaries and their respective officers and directors under the circumstances set forth in the tax sharing agreement, we 
may be subject to substantial liabilities. 

Factora Relating to our Common Stock and the Sceurltiea Mnrliei 

We cannot be certain Lhot an active frading market will develop or be aiistnined aper the spin o& andfollmvhg the spin oflour storkprice mayfluciuate signl~cant&. We 
cannot assure yon that an active trading market will develop or be sustained for our common stock after the spin off. Nor can we predict the prices at which either series of our common 
stock may trade after the spin off Similarly, we cannot predict the effect of the spin off on the trading prices of LMC's common stock or whether the market value of the shares of a series 
of our common stock and the shares of the same series of LMC's common stock held by a shareholder after the spin off will be less than, equal to or greater than the market value of the 
shares of that series of LMC's common stock held by such shareholder prior to the spin off. 

The market price of our common stock may fluctuate significantly due to a number of factors, some of which may be beyond our control, including: 

actual or anticipated fluctuations in our operating results, 

changes in earnings estimated by securities analysts or our ability to meet those estimates; . 
14 
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. the operating and stock price performance of comparable companies; and 

9 n domestic and foreim economic conditions. 

I/; following the spin of/; we are unable to satkfy the requiremen& of Section 404 of the Sarbanes-Oxle.vAd of 2002, or m? internal control overfinancial reporting ir not 
effective, the reliability of ourfinmeid statemenis may be questioned andorrr dockprice may suffer. Section 404 of the Sarhanes-Oxley Act of 2002 requires any company subject to 
the reporting requirements of the U.S. securities laws to do a comprehensive evaluation of its and its consolidated subsidiaries' internal control over financial reporting. To comply with this 
stntute, we will be required to document 2nd test our internol control procedures, OUT mnnngement will he required to assess and issne LI report concemingourinternnl control over financial 
reporting; and OUT independent auditors will he required to issue nn opinion on management's assessment ofthose matters. Our compliance with Section 404 of the Sarhanes-Oxley Act will 
first he tested in connection with the filing of our Annual Report on Form 10-K for the fiscal year ending December 31,2006. The rules governing the standards that must he met for 
management to assess our internal control over financial reporting are new and complex and require significant documentation, testing and possible remediation to meet the detailed 
standards under the mles. During the course of its testing, our management may identify material weaknesses or deficiencies which may not be remedied in time to meet the deadline 
imposed by the Sarhanes-Oxley Act. If OUT management cannot favorably nssess the effectiveness of our internal control over financial reporting or our auditors identify material 
weaknesses in our internal cnntml, investor confidence in our financial results may weaken, and our stock price may suffer In addition, our internal controls must necessarily rely in part 
upon the adequacy of Discovery's internal controls. However, Discovery, as n private company, is not subject to the requirements of the Sarbanes-Oxley Act in this regard, and we cnnnot 
control, or require Discovery to chnnge, its internal controls 

It "my be difficult fora th irdpne  to acquire tis, men ifdoing so may be beneficial to our shareholders. Certain provisions of our restated certificate of incorporation and bylaws 
may discourage, delay or prevent a change in control of our company that a shareholder may consider favorable. These provisions include the following: 

* authorizing a capital stmcture with multiple series of common stock: a Series B that entitles the holders to ten votes per share, a Series A that entitles the holders lo one vote 
per share and a Series C that, except as otherwise required by applicable law, entitles the holders to no voting rights, 

authorizing the issuance of "blank check" prefemd stack, which could he issued by our board of directors lo increase the number of oritstanding shares nnd thwart a takeover 
attempt, 

classifying our board of directon with staggered three-year terms, which may lengthen the time required to gain control of OUT board of directors; 

limiting who mny call specinl meetings of shareholders; 

prohibiting shareholder action by written consent (subject to certain exceptions), therehy requiring shareholder action to be taken at a meeting of the shareholders; 

establishing advance notice requirements for nominations of candidates for election to our board of directors or for proposing maners that can he acted upon by shareholden 
at shareholder meetings; 

requiring shareholder approval by holdas of at least 80% of our voting power or the approval by at least 75% of OUT board of directors with respect to certain extraordinary 
matters, such as a merger or consolidation of our company, a snle of all or substantially all of our assets or an amendment to our restated certificate of incorporation, 

- 
* 

- 
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requiring the consent of the holders of at least 75% of the outstanding Series B common stock (voting as a separate class) to certain share distributions and other corporate 
actions in which the voting power of the Series B common stock would be diluted by, for example, issuing shares having multiple votes per share as n dividend to holders of 

the existence of authorized and unissued stock which would allow our board of directors to issue shares to persons friendly to current management, thereby protecting the 
continuity of its management, or which could be used to dilute the stock ownership of persons seeking to obtain control of us. 
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Our board of directors has approved the ndoptiou of B shareholder rights plan in order to encourage anyone seeking to acquire our company to negotiate with our board of directors 
prior to attempting a takeover. While the plan is designed to guard agRinst coercive or unfair tactics to gain control of our company, the plan may have the effect of making more difficult or 
delaying any attempts by others to obtain control of our company. See "Description of Our Capital Stock-Shareholder Rights Plan." 

After the spin 08 we mny be confroIledby oneprincipnlshnrehof~e~. John C. Malone beneficially owns shares of LMC common stmk representing approximately 29.7% of 
LMC's voting power. Following the consummation of the spin off, Dr. Malone will beneficially own shares of our common stock that may represent up to npproximately 29.7% of our 
voting power, based upon his beneficial ownership of LMC common stock, as of April 29,2005 [as reflected under "Manngement-SecufLy Ownership of Manngement" below), and the 
distribution ratio. By virtue of Dr. Malone's voting power in our company as well ns his positions as our Chairman of the Board and Chief Executive Officer, Dr. Malone may be de-med to 
control our operations. In connection with the spin off, Dr. Malone agreed, subject to certain exceptions, not to transfer any shares of our Series B common stock that he beneficially owns 
for a specified period of time after the spin off. See "Management-Lock-Up Agreement." 

Holders o f m v  single series ofour common dock may not hnve m y  remedies ifany actibn b,v our direclom or oflcers hns an nilverse effecl on only ihni series of our common 
sfock Principles of Deleware law and the provisions of our restated certificate of incorporation may protect decisions of our board of directors that have a disparate impact upon holders 
of any single series of our common stock. Under Delaware law, the board of directors has a duty to act with due care and in the best interests of all of our shareholders, including the holders 
of all series of our common stock. Principles of Delaware law established in cases involving differing treatment of multiple classes or series of stock provide that a board of directors owes 
an equal duty to all common shareholders regardless of class or series and does not have separate or additional duties to any group of shareholders. As a result. in some circumstances, our 
directon may be required to make a decision that is adverse to the holders of one series of om common stock. Under the principles of Delaware law referred to above, you may not be able 
to challenge these decisions if our bonrd of directors is disinterested nnd adequately informed with respect to these decisions nnd acts in good faith and in the honest belief that it is acting in 
the best interests of all of our shareholders. 
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CAUTIONARY STATEMENT CONCERNING FORWARD LOOKING STATEMENTS 

- This information statement contains certain forward-looking statements regarding business strategies, market potential, future financial performance and other matters. In particular, 
information included under "The Spin Off," '"Risk Factors," "Management's Discussion and Analysis of Financial Condition and Results of Operations" and "Description of our Business" 
contain forward-looking statements. Forward-looking statements inherently involve many risks and uncertainties that could cause actual results to differ materially from those projected in I 
these statements. Where, in any forward-looking statement, we express an expectation or belief as to future results or events, such expectation or belief is expressed in good faith and 
believed to have a reasonable basis, but there can be no assumnce that the expectation or belief will result or be achieved or accomplished. In addition to the risk factors described herein 
under the headings '"Risk Fnctan" the following include some but not d l  o i  the factors that could cause actual results or events to differ materially from those anticipated 

general economic and business conditions and industq trends including the timing of, and spending on, feahre film and television production, 

consumer spending levels, including the nvoilnhility and amount of individual consumer debt; 

spending on domestic and foreign television advertising and spending on domestic and forei@ first run and existing content libraries; 

the regulatory and competitive environment of the industries in which we, and the entities in which we have interests, operate; 

continued consolidation of the broadband distribution and movie studio industries; 

uncertainties inherent in the development and integration of new business lines, acquired operations and business strategies; 

changes in the distribution and viewing of television prngramming, including the expnnded deployment of personal video recorders and other technology and their impact on 
television odvertising revenue, 

* 

* 

* 

* 

- rapid technological changes; 

uncertainties associated with product and service development and market acceptance, including the development and provision of programming for new television and 
telecommunications technologies; 

future financial performance, including availability, terms and deployment of capital, 

fluctuations in foreign currency exchange rates and political unrest in international markets; 

the ability of suppliers and vendors to deliver products, equipment, software and services; 

the outcome of any pending or threatened litigation; 

avsilabilily of qualified personnel, 

the possihility of an industry-wide strike or other job action by or affecting a major entertainment industry union; 

changes in, or failure or inability to comply with, government regulations, including regulations of the Federal Communications Commission, and adverse outcomes from 
regulatory proceedings; 

changes in the nature of key strategic relationships with partners and joint venturen': 

- 

- 
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competitor responses to our products and services, and the products and senices of the entities in which we have interests: and 0 
0 

threatened terrorist nttncks ond ongoing militaly action in the Middle Enst and other parts of the world. 
- 

These forward-looking statements and such risks, uncertainties and other factors speak only as of the date of this information statement, and we expressly disclaim any obligation or 
I undeaaking to disseminate any updates or revisions to any forward-looking statement contained herein, to reflect any change in our expectations with regard thereto, or any other change in 

events, conditions or circumstances on which any such statement is based. Neither the Private Securities Litigation Reform Act of 1995 nor Section 21E of the Securities Exchange Act of 
1934 provides nny protection for fonvard-looking statements made in lhis mformation statement. 
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THE SPIN OFF 

Baclqmund 

We are currently a wholly owned subsidiary of LMC, and our assets and businesses consist of Ascent Media, which is a wholly owned subsidiary of ours, B SO% ownership interest in 
Discovery and $200 million in cash. Ascent Media provides creative, media management and network services to the media and entertainment industries. Discovery is a global 
entertainment and media company, which produces original programming and acquires content from numerous vendors worldwide. Discovery's 65 networks of distinctive programming 
represent 21 entertainment brands including Discovery Channel, TLC, Animal Planet, Travel Channel, Discovery Health Channel, Discovery Kids and afamily of digital channels. 

The board of directors of LMC has determined to separate its interest in Ascent Media and Discovery fmm its other businesses and assets by means of a spin off. To accomplish the 
spin off, LMC is distributing all of its equity interest in OUT company, consisting of shares of our Series A common stock and our Series B common stock, to LMC's shareholders on a pro 
rats basis. Following the spin off, LMC will cease to own any equity interest in our company, and we will be an independent, publicly traded company. No vote of LMC's shareholders is 
required or being sought in connection with the spin off, and LMC's shareholders have no appraisal rights in connection with the spin off. 

Reasons for the Spin Off 

The board of directors of LMC considered the following potential benefits in making its determination to consummate the spin off. 

Enhnneing rhe nhifip o f U f C  ro isme equity and equity-liked securiries, by reducing LMC's holding company discounr . LMC believes that LMC common stock has been 
trading at B significant discount to the vdne of LMC's businesses and other assets. Although it is not unwmmon for the equity of public companies, and in particular holding 
companies, to trade at a discount to their net asset value, based on what each asset might be expected to bring in a private sale, LMC believes that. in the case of LMC, this 
"holding company discount" is excessive. LMC believes that the excess discount reflects a perception in the market that the complex ownership structures through which it 
holds many of its businesses and investments, the divers@ and complexity of those interests and the inability of LMC to exercise control over a portion of its assets held in 
joint ventures or through investments in other publicly traded companies results in a lack of financial transparency. We and LMC believe lhat lhe spin off will make it easier 
for investors to understand and evaluate the fmancial performnnce and businesses of LMC nnd us, and that. following the spin off, the holding company discounts for our 
company and LMC will be less than the holding company discount of LMC prior to the spin off. The anticipated reduction in LMC's holding company discount is expected 
to benefit the businesses of LMC by (1) permitting LMC to issue equity and convertible securities on more favorable terms, (2) making tlie stock of LMC a more attractive 
and efficiently priced acquisition currency and (3) increasing the value of equity and equity-linked compensation of the employees and management of LMC. 

Enabling itwyesrom io invest more directly in our inreresf in Discovery, rlrerrby faciliraring our abilip to raise capiral andpurwe acqrrisifions using our securities as 
considerarion . We believe that our common stock may appenl to investors who desire a relntively "pure play" investment in the cable progrnmming sector. By contrast, 
although LMC will continue to own interests in pmgramming networks after the spin off (such as Stan Entertainment, Court TV and GSN), its lnrgest business segment is 
expected to he its Interactive Group, which offers a wide array of interactive sewices, such as electronic retailing and interactive technology services. In addition, 
Discovery's business model, which relies heavily on advertising revenues and anticipates 

* 
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continued global growth, is different from the subsniption fee-based business model of Stan Entertainment. Accordingly, investments in our company and LMC may appeal 
to investors with different goals, interests and concerns. Establishing separate equity securities will allow investors to make separate investment decisions with respect to our 

be possible as a suhsidialy of LMC. In addition, as n separate compnny. we will be nble to incur ndditionnl indebtedness ns may berequired for the growth of our businesses 
or potential strategic oppofiinities, without affecting LMC's tnrget capitnl sfnicture. 

9 
9 
0' r 

company's and LMC's respective businesses. We believe the spin off will also allow us to raise capital and pursue acquisitions on more fnvornble terms than would currently - 
0 The board of directors of LMC also considered the costs nnd risks associated with the spin off, including any potential negative impact on LMC's credit profile ns a result of the 

divestiture of our assets, and the additional legal, accounting and administrative costs associated with our becoming n public company, and determined that such costs and risks were 
meaningfully outweighed by the anticipated benefits of the spin off. 

Neither we nor LMC can assure you thst, following the spin off, any of these benefits will be realized to the extent we anticipate or at all 

Manner of Effecting the Spin Off 

LMC will effect the spin off by distributing to i ts shareholders ns a dividend 

- 
* 

0.10 of a share of our Series A common stock for every share of LMC Series A common stock, and 

0.10 of a share of our S&es B common stock for every share of LMC Series B common stock, 

in each cnse, owned of record by ench shareholder on the record date 

Prior to the spin off, LMC will deliver nll of the issued nnd aubtnnding shnres of our Series A common stock and Series B common stock to the distribution agent. On or about July 21, 
ZOOS (which we refer to as the distribution date), the distribution agent will effect delivery of the shares of our common stock issuable in the spin off in the same fonn. certificated or book- 
entry, as the form in which the recipient shareholder held its shares of LMC common stock on the record date. Please note that if any shareholder of LMC on the record date sells shares of 
LMC common stock after the record date but before the distribution date, the buyer of those shares, and not the seller, will become entitled lo receive the shares of our common stock 
issuable in respect of the shares sold. See "-Trading between the Record Date and the Distribution Date" below formore information. 

Shareholders of LMC are not being asked to take any action in connection with the spin off. No shareholder approval of the spin off i s  required or being sought. We are not asking you 
for a proxy, and yon are requested not to send us a pmxy You nre also not being asked to sumender any of your shares of LMC common stock for shares of our common stock. The number 
of outstanding shares of LMC common stock will not change as a result of the spin off. 

Treatment of Frnctional Shares 

If any shareholder would be entitled to receive a fractional share of our common stock in the spin off, that shareholder will instead receive a cash payment from LMC. As soon as 
practicable following the record date, the distribution agent will determine the fractional share interests in our common stock that would be attributable to each holder of record of LMC 
common stock on the record date as B result of the spin off, but such fractional shares will not be issued In lieu thereof, each such holder will receive B cash amount equal to the product of 
such applicable fraction multiplied by the average of the closing prices of the applicable series of our common stock on the Nasdaq Nationnl Market over 
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9 the first ten consecutive trading days that our common stock trades in the regular way market. The distribution agent will calculate such amounts and distribute a check to ench such record 

holder as soon as  practicable following such ten trading day period. No interest will be paid on any cash distributed in lieu of fractional shares. The receipt of cash in lieu of fractional 
shares will generally be taxahle to the recipient shareholders. See "-Material US. Federal lncome Tax Consequences of the Spin Off" below for more information. 

Treatment of LMC Stoclc Incentive ANards 

a - 
$ 
0 

Options to purchase shares ofLMC common stock, stock appreciation rights (or SARs)  with respect to shares of LMC common stock and shares of LMC restricted stock have been 
granted to various directors, officers, employees and consultants of LMC and certain of its subsidiaries pursuant to the Liberty Media Corl)oration 2000 Incentive Plan (as amended and 
restated effective April 19,2004) and various other stock incentive plans administered by the incentive plan committee of LMC's board of directors. Under the anti-dilution provisions of 
the applicable plans, the LMC incentive plan wmmittee has the authority to make equitable adjustments to outstanding LMC options, LMC SARs and shares of LMC restricted stock in the 
event of certain transactions, including the distribution of our wmmon stock in the spin off. Such committee has determined that holders of LMC restricted stock awards will receive 
awards of our restricted stock in connection with the spin off, as described below. The committee has also determined to make various adjustments to outstanding LMC options and LMC 
SARs, as described helow, to preserve the economic benefits ofthe original award following the spin off. Any options to purchase shares of our common stock issued in connection with 
such adjustments will be obligations of our company. All options exercisable for, and all SARs relating to, shares of LMC common stock, regardless of any adjustment, will remain 
obligations of LMC. The terms and conditions of the grant of stock options to purchase shares of our common stock and of restricted shares of our wmmon stock, in each case, as 
contemplated below, are set forth in the Discovery Holding Company Transitional Stock Adjustment Plan, a form of which is included as an exhibit to the Form 10 registration statement of 
which this information statement is a part. 

In October 2004, The American Jobs Creation Act of 2004. which we refer to as the AJCA, was signed into law. The AJCA significantly alters the N I ~ S  relating to the taxation of 
deferred compensation, and may affect outstanding awards such as the LMC options and LMC SARs and adjustments to such awards, as well as the issuance of any options to acquire our 
stock. The R S  is expected to promulgate regulations and additional guidelines for employers seeking to comply with the AJCA but hasnot yet promulgated regulations applicable to 
certain transactions such as the spin off. To the extent that the methods described below for the adjustment of existing LMC awards in connection with the spin off would result in these 
incentive awards not complying with the requirements of the AJCA, LMC intends lo take my further actions it determines to be necessnry in order to satisfy the requirements of the 
deferred compensation provisions of the AJCA. 

Option Awards 

As of the record date, each outstanding LMC option held by individuals who are directors, officers or employees of LMC (such individuals being referred to as LMC Holders) will be 
divided into two options asfollows: 

* an option (which we refer to as a Discavery Holding option) to purchase shares of the same series of our mmmon stock as the series of LMC wmmon stock far which the 
outstanding LMC option is exercisable, exercisable for the number of shares of such series of our common stock that would have been issued in the spin off in respect of the 
shares of LMC common stock subject to the applicable LMC option, if such LMC option had been exercised in full immediately prior to the record date; and 
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- an option (which we refer to as an adjusted LMC option) to purchase shares ofthe same series of LMC common stock as the series of LMC wmmon stock for which the 
outstanding LMC option is exercisable, exercisable for the same number of shares of such series of LMC common stock as is the outstanding LMC option. 

lbc agprcpale cwr;lse pnse \>leach out\zan,ling l..UC uiwm held by an LMC I h l Jc r  wII be alloc.ircd hetwecn the Dis;oveq' IlolJing opiion and the ndjustd LMC oplidn Al l  urher 
l e n s  anJ  cmdirions o i  the Dir:ovcr). Holding uplion anJ the adlus1c.l LhlC option \\ill psneralh he thc same as Ihe uurstundinp LMC opriun. tn 311 malcnal retpcai 
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,111 othcr huldcr? of oimtanding LMC options \I ill  icmin their I.I\IC oprmn.s juhjc;~ to  i h z  lernis thewof nnd subJCct 10 nn .,djusIment to increme llte nlimbcr of I.MC sliarrs for u,hIcIi 
rucli 0 1 ~ 1 t . i ~ i  IS exercisable and B concspnding adjiislntenl 10 decrease the ewrei% pncc lper share o i  such oplim. in cacti case In reflcci ihe J i s t n b u t i ~ , ~ ~  dour uiiiiinon sled In the spin off. 
All  other tcmis o i t l ic  outaanding I.MC option will In nll nialcrial respects be retained 

As A result uf thew adlusments, cenam persons wlm nre employed hy or  a$so:iuleJ with LMC immediately following the distnbtiiion date will hi&l Discovely k!ol.ling aptiont, 1m.I 
ceni in p w n s  lubo wil l  I r  employ,ycd bv or asuicialcJ uilli our company iminedthtcl! f$dlowin&! Ihe Ilistribilinn date nta) holJ aJjuned LMC option.; k g a d 1 c S F  d lhez  empli~ymcnl 01 
oilier relarimships, LMC will no1 hc rcslwnsihlc fur the cx~.rci.ic or settlement of any Dis;ovcly Holding o111ion. arid we WIII not he rcspmsihle ior the eercise or Yetllemenl idany LMC 
opiian rinclurlinp nn ndjucid I.MC dptiun) Any exch-ismd hulJer of a 1)iicuvcg' llulding optiun musl c ~ e r c l ~ e  the sccunlv directly with us Smiilorly. any e'icrcising huldcr u i  dn I.MC 
option niunr e\erci.w the recurir)'Jirecllg with I.MC. In this rcpard, we nt11 cnler lnlo an upliun agrement ni th  each holder o i a  Discovrry IIaIJingoption, anJ, i f  neicscoq', I.MC 11111 

4rnen.l 11s cxisrmp oplion agreemar with each holder o i  an ulirstanJing I.MC uprian, in each ;JSC 10 rerlen rhe piuvisirins descnbd above 

On M a y  24, ? O M ,  I.MC ;nmmenccd an t\ffer IO purchote f.,r cmh ceiimn ourstan.linp I.MC oplions Ihdd by emplovecs, consullam and indepcndenl csnlractm .ifArcent Media. 
which cxpircj dl  9 OD p m , Pacific time, on June ?I, 2005 'The LMC opiions thai LVC purchased pursuant lo such ofirr were not subject IO any adjuslmcnl9s a rcsult oflhc spin off. .A5 
contemplawd hy the oifer ID purchase, such purchased LMC uptims were cnnx1le.I 3nd ~crminxcJ 

StR.Auwds 

While rrock appreuiJlian nghrs WIII no1 bc ~rtue.l by our company in cunnec~iui~ with the spin off, edch sl.lck apprsciation nght reln1c.J 10 I M C  common slock, oulstandlng d9 of Ihc 
recurd date (which we rcfer 10 as an u u ~ s t a n h p  LMC S,\l<), ~ 1 1 1  be aJ,us~cd in 3 ninnncr similar to thu cidjuWnenr 111 outslanbng I.MC q m n s  dcscnbcd under '-Oplion Award,' nbcw 

Thcrsfxe, injrvidunls who ax LMC HolJen snJ who h d d  oulsianding I.\lC S A R s  as ai lhe recod dntu will reicive nn adjusteJ I.MC SAR a i d  a D i s c o v q  H.>ldinp d p h n  rn 
replacemrnl o i  an outstanding LMC >AI<, 4s fullows 

* the numhcr of rh.3n.s ftir which the Discwen I lolding option tv111 hc excrcisahle WIII he Jclcrminsd tn the same manner desmhud under '-Oplion Awnrdu' ahwe f i ~  
nwardinp Di sc .nq  I IolJing optims to LMC I IolJcn. Jcrermined as if the I..MC SAR were instead nn 1.MC oplion exrcisable fur the kind and numher 01 shares of LMC 
c m m o n  n x k  io  which rhc LMC SAR rtlatcs, and 

thc b n x  pnce oithe witsranJing I.MC SAR nil! be JivdeJ hcrneen (I the hose pnueuithr odjuslcd LMC SAI< nnJ (111 the c~crchv pncenCrhr D~si.)vcw H J l d t q  opiidrt . 
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Following the record date, Discovery Holding options received by an LMC Molder as an adjustment to such LMC Holder's LMC SAR will continue to vest for 50 long as his or  her 
adjusted LMC S A R s  continue to vest. 

Except as otherwise provided herein, all other holders of outstanding LMC SARs will retain their LMC SAR subject to the terms thereof and subject to an adjustment to increase the 
number of LMC shares underlying such LMC SAR and a corresponding adjustment to decrease the base price per share of such LMC S A R ,  in each case to reflect the distribution of our 

- 
common stock in the spin off, All other terms of the outstanding LMC SAR will in all material respects he retained. 

The exercise or settlement of any Discoveq Holding option or LMC SAR will he addressed in a manner similar to the exercise or settlement of any Discovery Holding option, LMC 
option or adjusted LMC option as described under "-Option Awards" above. In this regard, as soon as practicable following the distribution date, we will enter into an option agreement 
with each LMC Holder receiving a DHC option in respect of his LMC SAR, and, if necessary, LMC will amend its existing stock appreciation rights agreement with such LMC Holders, in 
each caSe to reflect the foregoing adjustments. 

Resrricled Stock Awards 

For each unvested LMC restricted stack sward outstanding as of the record date, the holder of such restricted stock award will he entitled to receive, for each share of restricted LMC 
common stock awarded thereunder, m award of 0.10 of a share of the same series of our common stock as the shares of LMC common stock to which such LMC restricted stock award 
relates. The distribution will not hnve my other effect on the outstanding LMC restricted stock awards, and the restricted stock awards relating to our common stock will be subject to the 
same terms and conditions as apply to the LMC restricted stock award with respect to which the distribution is made. In the esse of any holders of LMC restricted stock who will he officers 
or directors of our company at the time of the Spin off, the foregoing grants of our restricted stock shall he subject to any approvals that may he required by our board of directom, or by the 
members of our hoard who are independent directors, as applicable. 

We intend to file a Form S-8 registration statement with respect to shares of our common stock issuable upon vesting of awards of our restricted stock as soon as practicable following 
the distribution date. 

Material US. Federal Income Tax Consequences of the Spin Off 

The following is a summary of celtain material U.S. federal income tax consequences to LMC and the holders of LMC common stock resulting from the spin off. This discussion is 
based upon the Internal Revenue Code of 1986, as amended (the Code), existing and proposed Treasury Regulations promulgated thereunder and current administrative rulings and court 
decisions, all as in effect as of the date of this information statement, and all of which are subject to change. Any such change, which may or may not be retroactive, could materially alter 
the tax consequences to LMC or the holders of LMC common stock as described in this information statement. This summary does not discuss all U.S. federal income tax considerations 
that may be relevant to particular shareholders in light of their particular circumstances, such as shareholders who are dealen in securities, banks, insurance companies, tax-exempt 
oreanizations and "on-United States nersons. In nddition. the followine discussion does not nddress the tax conseauences of the snin off under U S  state or local and non-US tax laws or 

TAX CONSEQUENCES OF THE SPIN OFF TO THEM. 

23 



LMC has obtained a private letter ruling from the IRS, and it is a condition to the spin off that LMC receive the opinion of Skadden, Arps, Slnte. Meagher & Flom LLP, in each case to 
the effect that the spin off will qualify RS a tax-free transaction under Sections 355 and 368(a)(I)(D) of the Code and that, accordingly, f0rU.S. federal income tax purposes, among other 
things: 

- no gain or loss will he recognized by LMC upon the distribution of (a) shares of our Series A common stock to holders of LMC Series A common stock nnd (b) shares of our 
Series B common stock to holders of LMC Series B common stock pursuant to the spin off; 

other than with respect to fractional shares of our common stock, no gain or loss will be recognized by, and no amount will be included in the income of, a holder of LMC 
common stock upon the receipt of shares of our common stock pursuant to the spin off or upon receipt of the rights that will be attached to our common stock pursuant to the 
shareholder rights plan described in "Description of our Capital Stock-ShareholderRights Plan;" 

nn LMC shareholder who receives shares of our wmmon stock in the spin off will have an aggregate adjusted basis in its shares of our common stock (including any 
fractional share in respect of which cash is received) and its shares of LMC common stock immediately after the 'pin off equal to the aggregate adjusted basis of the 
shareholder's LMC common stock held prior to the spin off, which will be allocated in accordance with their relative fair market values, and 

the holding period of the shares of our common stock received in the spin off by an LMC shareholder will include the holding period of its shares of LMC common stock, 
provided ihai such shares of LMC common stock were held as a capital asset on the distribution date. 

- 
* 

The private letter ruling obtained from the IRS also generally provides that if an LMC shareholder holds different blocks of LMC common stock (generally shares of LMC common stock 
purchased or acquired on different dates or at different prices), the aggregate basis for each block of LMC common stock purchased or acquired on the same date and at the same price will 
be allocated, to the greatest extent possible, between the shares of our common stock (including any fractional share) received in the spin off in respect of such block of LMC common 
stock and such block of LMC common stock, in proportion to their respective fair market values, and the holding period of the shares of our cnmmon stock (including any fractional share) 
received in the spin off in respect of such block of LMC common stock will include the holding period of such block of LMC common stock, provided that such block of LMC cnmmon 
stock was held as a capital asset on the distribution date. If an LMC shareholder is not able to identify which panicular shares of our common stock (including any fractional share) are 
received in the spin off with respect to a particular block of LMC common stock, the shareholder may designate which shares of our common stock (including any fractional share) are 
received in the spin off in respect of a particular block of LMC common stock, provided that such designation is consistent with the terms of the spin off. Holders of LMC common stock 
are urged to consult their own tax advisors regarding the application of these rules to their particular circumstances. 

If you receive cash in lieu of a fractional share of our common stock as part of the spin off, you will be treated as though you first received a distribution of the fractional share in the 
spin off and then sold it for the amount of such cash. You will generally recognize capital gain or loss, provided that the fractional share is considered to be held as a capital asset, measured 
by the difference between the cash you receive for such fractional share and your tax basis in that fractional share, as determined above. Such capital gain or loss will be a long-term capital 
gain or loss if your holding period for such fractional share of LMC common stock is more than one year on the distribution date. 

Although the private lettermling relating to the qualification of the spin off under Sections 355 and 368(a)(l)(D) of the Code is generally binding on the IRS, the continuing validity of 
such ruling is subject to the accuracy of factual representations and assumptions. Fulther, as part of the RS's general 

24 



ruling policy with respect to spin off transactions under Section 355 of the Code, the private lener ruling is not based upon a determination by the IRS that certain conditions which are 
necessary to ohtain tax-free treatment under Section 355 of the Code have been satisfied, Rather, the private letter ruling is based upon representations by LMC that these conditions have 
been satisfied, If any of the representations or assumptions n p n  which the private letter ruling obtained by LMC is based are incorrect or Untrue in any material respect, or the facts upon 
which the ruling is bnsed were materially different from the facts at the time of the spin off, the private letter ruling could be invalidated 

As a result of this IRS ruling policy with respect to spin off transactions under Section 355 of the Code, LMC has made it a condition to the spin off that LMC receive an opinion from 
Skndden, -8, Slate, Meagher & Flom LLP to the effect that the Spin off will qualify as a tax-free trunsaction under Sections 355 and 368(a)(I)(D) of the Code. Opinions of counsel are 
not binding upon the IRS, and the conclusions in the tax opinion could be challenged by the IRS. The opinion of counsel will be based upon the Code, Treasury Regulations, administrutive 
rulings and court decisions, d l  ns in effect as of the date on which the opinion is issued, nnd all of which are subject to change, possibly with retroactive effect. In addition, thc opinion of 
counsel will be based upon certain fachlal representations made by the officers of LMC and certain of its affiliates, certnin nssumptions and certnin undeflakings by us and LMC. If any of 
those factual representstions or assumptions were incorrect or untrue in any material respect, any undertaking was not complied with, or the facts upon which the opinion is based were 
materially different from the facts at the time of the spin off, the spin off may not qualify for tax-free treatment. 

If the spin off did not qualify for tax-free treatment, then LMC would recognize tnxnble gain in an amount equal to the excess of the value of the shares of our common stock held by 
LMC immediately prior to the spin off over LMC's tax hasis in such shares of our common stock. In addition, a holder of LMC's common stock would be subject to tax as if it had received 
a taxable distribution in an amonnt equal to tbe fair market value of the shares of our common stock received in the spin off by such holder. See "Risk FsctorsFactors Relating to the Spin 
Off-The spin off could result in significant tax liability." 

Even if the spin off otherwise qualifies for tax-free treatment to the shareholders of LMC, it may be disqualified as tax-free to LMC under Section 35S(e) of the Code if 50% or more 
of either the total combined voting power or the total fair market value of the stock of LMC or our company is acquired as part of R plan or series of related transnctions that includes the 
spin off, For this purpose, any acquisitions of LMC stack or our stock after the spin off are generally part of such a plan only if there was an agreement, understanding, arrangement or 
substantial negotiations regarding the acquisition or a similar acquisition at some time during the two-year period ending on fhe date of the spin off, All ofthe facts and circumstances must 
be considercd to determine whether the spin off and any acquisition of stock are part of such a plan, and certain acquisitions of stock pursuant to public sales are exempted by applicable 
regnlutions. If Section 355[e) applies as B result of such an acquisition of LMC stock or our stock, LMC would recognize taxable gain, but the spin off would nevertheless generally be tax- 
free to each holder of LMC stock who received shares of our stock in the spin off. 

Under the tax sharing agreement between our company and LMC, LMC and its subsidiaries, officers and directors will be entitled to indemnification from ns for any loss, including 
any adjustment to taxes of LMC, resulting from (1) any action or failure to act by us or any of our subsidiaries following the completion of the spin off that would he inconsistent with or 
prohibit the spin off from qualifying as a tax-free transaction to LMC and to yon under Sections 355 and 368(a)(1)@) ofthe Code (including any action or failure to act that results in an 
acquisition of 50% or more of either the total combined voting power or the total fair market value of our stock as described in the preceding paragraph), (2) any ngreement, understanding, 
arrangement or substuntiol negotiations entered into by us or any of our subsidiaries prior to the day after the first anniversnry of the distribution dnte, with respect to any trmsaction 
pursuant to which any of Cox Communications, Advanceniewhouse or 
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0 cerlain penons related to Cox Communications or AdvanceMewhouse would acquire shares of, or other interests (including options) in our capital stock or (3) any action or failure to act 

by us or any of our subsidiaries following the completion of the spin off that would be inconsistent with, or otherwise cause any person to be in breach of, any representation or covenant 

to, among other things, the qualification of the Spin off as a tax-free transaction described under Sections 355 and 368(a)(l)(D) of the Code. Please see "Certain Inter Company 
Agreements-Agreements with LMC-Tax Sharing Agreement" for a more detailed discussion of the tax sharing agreement between our company and LMC. 

made in connection with the tax opinion delivered io LMC by Skndden, Arps, Slate, Mengher & Flom LLP or the private letter ruling obtained by LMC from the IRS, in each case relating - 
2 

Treasury Regulations under Section 355 of the Code require that each LMC shareholder who receives shares of our common stock pursuant to the spin off attach a statement to the 
U.S. federal income tax return that will be filed by the shareholder for the taxable year in which such shareholder receives the shares of our common stock in the spin off, which statement 
shows the applicability of Section 355 of the Code to the spin off. LMC will provide each holder of LMC common stock with the information necessary to comply with this requirement. 

Rcaults of the Spin Off 

Immediately following the spin off, we expect to have outstanding approximately 268 million shares of our Series A common stock and approximately 12 million shares of our 
Series B common stock, based upon the number of shares of LMC Series A common stock and LMC Series B common stock outstanding on April 29,2005. The actual number of shares of 
our Series A common stock and Series B common stock to be distributed in the spin off will depend upon the actual number of shares of LMC Series A common stock and LMC Series B 
common stock outstonding on therecord date. 

Immediately following the spin off, we expect to have approximately 4,583 holden of record of shares of our common stock, based upon the number of record holders of LMC 
common stock on April 29,2005 (which amount does not include the number of shareholders whose shares are held of record by banks, brokerage houses or other institutions, but includes 
each such institution as one shareholder). 

Listing and Trading of our Common Stock 

On the date of this information statement, we are a wholly owned subsidiary of LMC. Accordingly, there is currently no public market for our common stock. We have applied to list 
our shares of Series A common stack and Series B common stock on the Nasdaq National Market under the symbols "DISCA" and "DISCB," respectively. Following the spin off, LMC 
Series A common stock and LMC SeriesB common stock will continue to trade on the New York Stock Exchange under the symbols "L" and "LMC.B," respectively. 

Neither we nor LMC cnn a m r e  you as to the trading price of either series of our common stock after the spin off or as to whether the combined trading prices of a series of our 
common stock and the same series of LMC's common stock nfter the spin off will be less than, equal to or greater than the trading prices of that series of LMC's wmmon stock prior to the 
spin off, See '"Risk Factors-Factors Relating to Our Common Stock and the Securities Market." 

The shares of our common stock distributed to LMC's shareholders will Ix: freely transferable, except for shares received by individuals who are our affiliates and any shares 
distributed in respect of any LMC restricted stock. Individuals who mny bc considered our affilintes after the spin off include individuals who control, are controlled by or are under 
common control with us, as those terms generally are interpreted for federal securities law purposes. This may include some or all of our executive officers and directors. lndividuols who 
are our affiliates will be permitted to sell their shares of our common stock only pursuant to an effective registration statement under the Securities Act of 
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1933, as amended, or an exemption from the registration requirements of the Securities Act, such as the exemptions afforded by Section 4(2) of the Securities Act or Rule 144 thereunder. 
Our affiliates will not be peimincd to sell shares of our common stock under Rule 144 until 90 dnys after the date on which the registration stdement of which this information statement 
forms a part became effective. 

Trading Between the Record Date and Distribution Date 

- 

Between the record date and the distribution date. LMC common stock will continue to trade on the NYSE in the regular way market. During this time, shares of either series of LMC 
common stock that trade on the regular way market will trade with an entitlement to receive shares of the same series of our common stock distributable in the spin off. No ex-dividend 
market will be established until the distribution date. Therefore, if you own shares of either series of LMC common stock on the record date and thereafter sell those shares prior to the 
distribution date, you will also be selling the shares of our common stock that would have been distributed to you in the T i n  off with respect to the shares of LMC common stock you sell. 
On the distribution date, shares of LMC Series A common stock and LMC Series B common stock will begin trading without my entitlement to receive shares of our common stock. Shares 
of LMC Series A common stock and LMC Series B common stock trade under the symbols "L" and "LMC.B," respectively. 

On July 8,2005,  when-issued trading in our Series A common stock commenced on the OTC Bulletin Board under the symbol "DCHAV." As of the date hereof, there are no plans for 
our Series B common stock to trade on a when-issued basis, but a when-issued trading market in our Series B wmmon stock may develop between the record date and the distrihution date. 
Our Series A and Series B common stock is expected to be listed for trading on the Nasdaq National Market. The when-issued trading market, if any, is R market for the shares of our 
wmrnon stock that will be distributed in the spin off. If you own shares of either series of LMC common stock on the record date (and do not sell those shares of LMC common stock 
hefare the distribution date), then yon are entitled to a number of shares of the same series of our common stock based upon the number of shares of such series of LMC common stock you 
held at that time. You may trade this entitlement to receive shares of our common stock, without the shares of LMC common stock you own, on the when-issued trading market. We expect 
when-issued trades of our common stock to settle within two trading days after the distribution date. On the distribution date, any when-issued trading with respect to our common stock 
will end and regular way trading will begin. The listing for our common stock for when-issued trading, if any, is expected to be under trading symbols different from our regular way 
trading symbols. The trading symbol for our Series A common stock that trades on a when-issued basis is "DCHAV." We will announce the when-issued trading symbol for the Series B 
common stock when nnd if it becomes ovnilohle. On the distribution dote. shares of our Snies A common stock nnd Series B common stock are expected to be listed under the trading 
symbols "DISCA" and "DISCB," respectively. If the spin off does not occur, all when-issued trading will be null and void. 

Reasons for Furniahing this Information Statement 

This information statement is being furnished solely to provide information to LMC shareholders who will receive shares of our cnmmon stock in the spin off .  It is not and is not to be 
construed as an inducement or encouragement to buy or sell any of our securities or any securities of LMC. We believe that the information contained in this information statement is 
accurate as of the date set forth on the cover. Changes to the information contained in this information statement may occur after that date, and neither our company nor LMC undertakes 
any obligation to update the information except in the normal course of our respective public disclosure obligations and practices 
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- d The following table sets foflh (1) our historical capitalization as of March 3 I, 2005 and (2) our adjusted capitalization assuming the spin off was effective on March 3 I ,  2005. The 
table should be read in conjunction with our historical combined financial statements, including ihe notes thereto, and " Mnnogegemenl's Discussion nndA~ralysis ofFin0nciol Condition and ci 

I 
Q Resrrlts oJOperntiom I' included elsewhere herein. 

March 31,2W5 

Casli(1) 

Payables, accruals and other liabilities 
Deferred tax liahilities 

Tolal linbilities 

Eouitv: . ~, ~ 

Common Stock ($01 par vnlue): 
Series A, 600,000.000 shares authorized; 267,895,063 assumed issued on a pro forme basis 
Scnes n. sO.ooO,&~O shnrrs aiilhon7eJ, 12,IU6.28? assumed issued (in a pr; i3mia hasi.; 
Series C, MlO,uOO,O(xJ sharcs aulhw7ed; nn shares assumed issued on a pro forma hhiis 

Addihonal paid-in C H ~ I I H I  
AccuniulalcJ oihcr comprehcntivc rarnmp 
Accumulared Jelicil 

Hirlorirnl I\r adjusted 

*mounts in lhousandi 

$ 15,181 215,181 

$ 125,115 125,115 
1,091,985 1,091,985 

1,217,100 1,217,lW 

2,679 
- 121 

- 5,705,074 
7,008 7,008 

- - 

( I ,  154,272) ( I ,  154,272) 
5,507,874 - Parent's investment 

Total equify(1) 

Total liabilities and equity 

(I)  LMC has agreed to transfer lo a subsidialy of our company $200 million of cash prior to the spin off. 

28 

4.360.610 4,560,610 

$ 5,577,7 10 5,777,710 
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SELECTED FINANCIAL DATA 
d 
ci 
- The following tahles presenl selected historical information relating to our combined financial condition and results of Operations for the three months ended March 31, 2005 and 2004 

and for the past five years. The financial data for the three years ended December 3 I ,  2004 has been derived from our audited combined financial statements for the corresponding periods. 
Data for the olher periods presented has been derived from unaudited infonation. The data should he read in conjunction with our combined financial Statements and "Management's I 

0 
Discrission andAna&is o/Financiinl Condition mid Results of Operations" included elsewhere herein. 

Decemhar31. 

March 31, 
1005 BO4 1003 1001 2Wl 2000 

.mwnli  In lhouumds 

Sirmmary Balance Sheet Data: 
Investment in Discovely 
Property and equipment, net 
Intangible assets, net 
Total assets 
Debt, including current portion 
Subordinated notes payable to LMC 
Pnrenf's investment 

Summary Sfarement of 
Operotiovs Data: 
Revenue 
Operating income (loss)(2) 
Share of earnings (loss) of 
Discovery(3) 
Net earnings (loss)(2) 
Unaudited pro forma basic and 
diluted net earnings (loss) per 
common share(4) 

$ 2,966,139 
$ 261.603 
$ 2.140.551 

5;577;710 
- 

$ 
$ 
$ 
$ 4,360,610 

- 

Thrc monlhsmdcd Mnrrh 31. 

2.945.782 
'258;741 

2,140,355 
5,564,828 - 

- 
4,347,279 

2863.003 2,816.513 
'257;536 ~300;496 

2,136,667 2,112,544 
5.396.627 5,373,150 

~~ - 401,984 
- 205,299 

4,260,269 3,617,417 
Yursradsd Darrnher31. 

2,899,824 
316,077 

2,043.01 1 
5,399,702 

443,685 
183,685 

3,578,364 

3,117,877 
366.944 

2,3 1s; 164 
5,954,668 

408.437 
92;454 

4,093.150 

$ 174.290 145,943 631,215 506.103 539,333 592,732 295,717 
$ 2,877 5,914 16,935 (2,404) (61,452) (350,628) (62,209) 

$ 22,814 10,449 84.01 1 37,271 (32,046) (277,919) (326.71 0) 
$ 16,825 11,920 66,108 (52,394) (129,275) (608,261) (303,757) 

$ 0.06 0.04 0.24 (0.19) (0.46) (2.17) (1.08) 

(I) Ascent Media was initially formed by LMC in connection with its acquisitions of Four Media Company in April 2000 and The Todd-A0 Corporation in June 2000. Accordingly, the 
2000 statement of operations data includes amounts from those dates. See "Description of our Business-Ascent Medin". 

Includes impairment of goodwill and other long-lived assets of $51,000, $562,000, $83,718,000 and $307,932,000 for the years ended December 31,2004,2003, 2002 and 2001, 
respectively. 

EITeclive January 1,2002, we adapted Statement of Financial Accounting Standards No. 142, Goodwill and Ofher Intanpble Assefs , which among other matters, provides that 
excess costs that ore considered equity method goodwill are no longer amortized, bul are evaluated for impairment 

(2) 

(3) 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

The following discussion and analysispravides information concerning OUT results of operations and financial condition. This discussion should be read in conjunction with our 
accompanying combined financial statements and the notes thereto included elsewhere herein. 

Management's Diaeuaaion and Annlyda of Financial Condition and Results of Opcrations of Discovery Holding 

Ovewien 

We are a holding company and our businesses and assets include Ascent Media, which we consolidate, and a 50% ownership interest in Discovery, which we accouut for using the 
equity method of accounting. Accordingly, as descrihed below, Discovery's revenue is not reflected in the revenue we report in our financial statementS. In addition to the foregoing assets, 
immediately prior to the spin off, LMC will transfer to a subsidiary of our company $200 million in cash. On March 15, 2005, LMC announced its intention to spin off all of our capital 
stock to the holden of LMC Series A and Series B common stock. The spin off will be effected as a distribution hy LMC to holders of its Series A and Series B common stock of shares of 
our Series A and Series B common stock. The spin off will not involve the payment of any consideration by the holders of LMC common stock and is intended lo qualify as a tax-free 
spinofi. The spin off is expected to he accounted for at historical cost due to the pro rata nature of the distribution. The spin off is expected to occur on July 21,2005, and will be made as a 
dividend to holden of record of LMC common stock as of the close of business on July IS, 2005. 

Following the spin off, we and LMC will operate independently, and neither will have any stock ownership, beneficial or otherwise, in the other. 

Ascent Media provides creative, media management and network services to the media and entertainment industries. Ascent Media's clients include major motion picture studios. 
independent producers, broadcast networks, cable programming networks, advertising agencies and other companies that produce, own and/or distribute entertainment, news, spons, 
covorate, educational, industrial and advertising content. Ascent Media's operations are organized into the following four groups: creative services. media management services, network 
services and corporate and other. Ascent Media has few long-term or exclusive agreements with its creative services and media management services customers. 

In 2005, Ascent Media intends to focus on leveraging its broad array of media services to market itself as a full service provider to new and existing customers within the feature film 
and television production industry. With fac 
that Ascent Media faces include differentiating its products and services to help maintain or increase operating margins and financing capital expenditures for equipment and other items to 
satisfy customers' desire for services using the latest technology. 

es in the U.S., the United Kingdom and Asin, Ascent Media also hopes to increase its services to multinational companies. The challenges 

Our most significant asset is Discovery, in which we do not have a controlling financial interest. Discovery is a global media and entertainment company that provides original and 
purchased video programming in the United States and over 160 other countries. We account for our interest in Discovery using the equity method of sccounting. Accordingly, our share of 
the results of operations of Discovery is reflected in our combined results as earnings or losses of Discovety. To assist the reader in better understanding and analyzing our business, we 
have included a separate discussion and analysis of Discovery's results of operations. See "-Management's Discussion and Analysis of Financial Condition and Results of Operations of 
Discovq." 
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- Ciiietecli. On October 20, 2004, Ascent Media acquired substantially all of the assets of Cinetech, Inc., a film laboratory and still image preservation and restoration company, for 

I 
0 

$1 0,000,000 in cash plus contingent compensation of up to $1,500,000 to be paid based on the satisfaction of certain contingencies as set forth in the purchase agreement. Cinetech is 
included in Ascent Media's media management services group. 

London Ploymi  Centre. On March 12,2004, Ascent Media acquired the entire issued share capital of London Playout Centre Limited, which we refer to as LPC. a UK-based 
television channel origination facility. LPC is included in Ascent Media's network services group. 

Sow Electronics' *>rem Inregrotion Center, On December 3 I ,  2003, Ascent Media acquired the operations of Sony Electronic's systems integration center business and related 
assets, which we refer to RS SIC. In exchange, Sony received the right to be paid an amount equal to 20% of the value of the combined business of Ascent Media's wholly owned subsidiary, 
AI: Associates, Inc. and SIC. The value of 20% of the combined business of AF Associates and SIC was estimated at $6,000,000. SIC is included in Ascent Media's network services group. 

Trirmmph. On December 23,2002. Ascent Media sold to Leafca Communications, Inc. all of its equity interest in Triumph Communicntions, Inc. and certain related entities for 
nominal consideration plus the assumption of net liab 

Operating Cash Flow 

es in the amount of $4,000,000. Triumph was included in Ascent Media's network services group. 

We evaluate the performance of our operating segments based on financial measures such as revenue and operating cash flow. We define operating cash flow as revenue less cost of 
services and selling, general and administrative expense (excluding stock and other equity-based compensation). We believe this is an important indicetor of the operational strength and 
performance of our businesses, including the ability to invest in Ongoing capital expenditures and service of any debt. In addition, this measure allows management to view operating results 
and perform analytical comparisons and identify strategies to improve performance. This measun of performance excludes depreciation and amortization, stock and other equity-hased 
compensation, restructuring nnd impnirment charges that are included in the measurement of operating income pursuant to U S  genemlly accepted nccounting principles, or GAAP. 
Accordingly, operating cash flow should be considered in addition to, but not as a substitute for, operating income, cash flow provided hy operating activities and other measures of 
financial perfoimance prepared in accordance with GAAP. 

Results of Operations 

Our combined results of operations include general and administrative expenses incurred at the DHC corporate level, 100% of Ascent Media's results and our 50% share of earnings of 
Discovery. 

Ascent Media's creative sewices group revenue is primady generaled from fees for video and mdio post production, special effects and editorial services for the television, feature 
film and advertising industries. Generally, these services pertain to the completion of feature films, television programs and advertisements. These projects normally span from a few days 
to three months or more in length, and fees for these projects typically range from $10,000 to $1,000,000 per project. The media management services group provides owners of film 
libraries a broad range of restoration, preservation, archiving, professional mastering and duplication servlces. The scope of media management sewices V R ~  in duration from one day to 
several months depending on the nature of the service, and fees typically range from less than $1,000 to $100,000 per project. Additionally, the media management services group includes 
Ascent Media's digital media center which is developing new products and 
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